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for the period. For an outside analyst it is not possible to
get the data relating to month - wise debtors. Therefore,
balance sheet figures are adopted in such a situation. In
addition, instead of taking total net sales, it is preferable to
take total net credit sales but the break-up data of sales into
cash and credit sales may not available. Therefore, total sales
figures presented in financial statements are used.

It is not possible to give a standard debtors turnover
ratio because it depends upon the nature of the industry, its
seasonal character and credit policies. Still, a few studies
prescribe that the average collection period should not be
more than one-third of the credit sales.12

Net Sales / Total Capital Employed

The total capital employed can be computed by adding
current assets and fixed assets. Intangible assets and fictitious
assets should not be taken into account for the calculation of
total capital employed.

The ratio reveals the turnover of capital i.e., how effici-
ently management is utilising the total capital in order to
generate sales. A higher turnover indicates efficient utilisation
of the capital employed which increases the profitability of a
firm whereas a lower turnover over a period of time exposes
the inefficient utilisation of the capital employed. The ratio
directly affects profit / total capital employed and profit / sales.

It is difficult to have a standard ratio for all the firms
because the volume of sales depend not only on the total-
capital employed but also the sales policies of the firm and
competition in the market. Further, the asset turnover
depends on the age of the plant and its maintenance. Inter-
industry comparison with regard to this ratio is difficult as
different industries follow different depreciation methods and
no two firms purchase their fixed assets at the same cost.
Even then the ratio gives an idea of the operational efficiency
of a firm.

12.   Ibid., P-64.